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In addition to cellular services, there are over 40 companies provide paging
services in Connecticut.

SMR services also are currently available in Connecticut and tower sites have
been constructed by Nextel for its ESMR service that is expected to be available
in Connecticut early next year.

The number of customers of each CMRS provider in the state; trends in each
provider's customer base during the most recent annual period or other data
covering another reasonable period if annual data is unavailable; and annual
revenues and rates of return for each CMRS provider

The number of reseller customers of the wholesale cellular providers have
increased from eight to fifteen since 1985.

End user subscriber growth in Connecticut over the past five years has averaged
in the double digits.

In the last 26 months new end user subscriber growth has increased 100 percent.

Subscriber growth has been shared among the resellers and not been limited to
the retail affiliates of the wholesale providers.

The rates of return of each of the wholesale cellular providers, when calculated
from actual historic audited financial information (and based on the carriers'
reasonable projections for future years) are reasonable.

(iii) Rate information for each CMRS provider, including trends in each provider's rates
during the most recent annual period or other data covering another reasonable
period if annual data is unavailable

• The rates of the wholesale cellular providers have continually decreased in
Connecticut in line with cellular price decreases nationwide. In 1993 and in 1994
the price decreases have continued.

• The retail cellular market in Connecticut has been characterized by the
introduction of new lower-priced service plans and relative stability in basic plan
rates, while the networks have continued to provide additional value for the same
basic plan price.
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(iv) An assessment of the extent to which services offered by the CMRS providers the
state proposes to regulate are substitutable for services offered by other carriers in
the state

• Paging services currently provide a level of substitution for cellular services in
Connecticut.

• Connecticut also is expected to be one of the first markets for Nextel's ESMR
service that will be interoperable with other services including cellular and
landline services. Nextel currently has constructed tower sites in Connecticut and
is expected to begin offering service in Connecticut in early 1995.

• Broadband PCS also will provide a substitutable service for cellular service.

• Connecticut is one of the primary markets for PCS due to its location between the
New York and Boston metropolitan areas and its per capita income which is the
highest in the nation.

(v) Opportunities for new providers to enter into the provision of competing services,
and an analysis of any barriers to such entry

• New providers of CMRS will not face any barriers to entry into the Connecticut
market and are likely to aggressively offer CMRS services in the state due to the
attractive demographic characteristics of the market, including Connecticut's
ranking as the state with the highest per capita income.

• The Department only regulates wholesale cellular service providers licensed by
the FCC.

• Other mobile services, including ESMR and PCS and retail cellular are not and
will not be regulated by the Department.

• The Budget Act preempts all state entry regulation of CMRS providers.

(vi) Specific allegations of fact regarding anti-competitive or discriminatory practices or
behavior by CMRS providers in the state

• The wholesale cellular carriers have not engaged in anti-competitive or
discriminatory practices.

• Structural separation between the wholesale and retail cellular carriers is not
required by the FCC or State law. Springwich has adopted structural separation
safeguards.
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• The few allegations of anti-competitive or discriminatory conduct emanate
primarily from a reseller in financial distress whose credibility and veracity are
in serious question.

(vii) Evidence, infonnation, and analysis demonstrating with particularity instances of
systematic unjust and unreasonable rates, or rates that are unjust or unreasonably
discriminatory, imposed upon CMRS subscribers. Such evidence should include an
examination of the relationship between rates and costs. Additionally, evidence of
a pattern of such rates, that demonstrates the inability of the CMRS marketplace
in the state to produce reasonable rates through competitive forces will be considered
especially probative

• The record does not contain any evidence of instances of systematic unjust and
unreasonable rates or rates that are unjust or unreasonably discriminatory.

• The evidence demonstrates a continuing decline in wholesale cellular rates while
network investment by the wholesale carriers continues to increase.

• Forecasts predict future price decreases as the product of new competition, new
spectrum-based services and the conversion by the wholesale carriers to digital
technology.

• The reasonable rates of return by both carriers demonstrate that rates are
reasonable and that the competition between the carriers today and the impending
arrival of new competition will continue to produce reasonable rates.

(viii) Infonnation regarding customer satisfaction or dissatisfaction with services offered
by CMRS providers, including statistics and other infonnation about complaints
flied with the state regulatory commission.

• The continual double digital growth of cellular penetration demonstrates the
general level of customer satisfaction with cellular services.

• The wholesale carriers are continuing to make network investments such as
increasing cell density to ensure that resellers are able to retain and grow their
subscribership.

• The record does not contain any evidence of statistics or complaints from cellular
end users in Connecticut. The only isolated complaints are from resellers who
seek to use the regulatory process to ensure they earn a profit in a controlled
regulatory market rather than face their uncertain future in a truly competitive
market.
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FOR ALL OF THESE REASONS, Springwich respectfully requests that the FCC not

permit rate regulation of the wholesale cellular carriers to continue.

Respectfully submitted,

SPRINGWICH CELLULAR LIMITED
PARTNERSHIP

o.&~
Jp.n L. Kiddoo
6helley L. Spencer

. SWIDLER & BERLIN, CHTD.
3000 K Street, N.W.
Suite 300
Washington, D.C. 20007
(202) 424-7834

Peter J. Tyrrell, Esq.
Springwich Cellular Limited Partnership
227 Church Street
Room 1021
New Haven, CT 06510

ITS COUNSEL

Dated: September 19, 1994

130107.1
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Th. f.rformlnc. of the C.llular Industry

Fro. its b.qinninq, the busin.ss ot supplyinq cellular

telephone communications has been characterized by rapidly

increasing volum., d.clininq prices, expanded service otferings,

and siqniticant technoloqical chanqe.

The volume ot cellular services can b. m.asured ei~ner by the

numb.r of subscrib.rs or by th. minutes ot airtime used. The

numb.r of c.llular t.lephone subscrib.rs had qrowntrom only 91,600

in January 1985 to an .stimat.d 8.8 million by Jun. 1992. Growth

has continued to b. rapid, with the numb.r of c.llular SUbscribers

incr'lsinq by- 46 p.rc.nt durinq the 12 months .ndinq June 1991 and

by 39 p.rc.nt in the 12 months .ndinq Jun. 1992. 1 The number of

c.llular sub.cribers is proj.ct.d to be 19 million by 1995 and 38

million by 2001. 1 Growth in c.llular lirtim. also has been

.ubst.nti.l, althouqh it has b••n .low.r than the qrowth in the

numb.r of su~scrib.rs b.c.us. lat.r sub.criber. have t.nded to use

the s.rvic. l.ss int.nsiv.ly than .arli.r adopt.rs. This change

r.fl.ct. the incr••••d importanc. of r.sid.ntial us.rs ot cellular

t.l.phon•• relative to bu.in••• u••rl.

lc.llular T.laco_unication. Industry Association, Industry
Oat. Survey, Jun. 30, 1992, p. 1. Th. qrowth in volume that has
occurred ha. far .xc••ded .xp.ctations. Wh.n co...rcial c.llular
I.rvic. blqan in the Unit.d Stat.s in 1983, the pot.ntial demand in
the y.ar 2000 wa. thouCJht to be betw••n on. and two million
subscriber.; ••• coop.rs , Lybrand, TlChnolpgical Ch.ng. and the
C.llular T.l.cOwaynicltion. Indu.try (Nov'aber 1991), p. 15.

1Lind.n Corporation, C.llular N'bOrk T.cbnOlgqy. End User
a.guir•••nt•. and COmpetition to th. l.ar 2001, 1991, p. 244.
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contributing to this increasing volume has been a steady

decline in the costs of owning and using cellular telephones. For

example, the nominal price tor 250 minutes of prime airtime usage

per month across the ten largest cellular service areas had, in

1989, declined by 19 percent from the inception of commercial

cellular service in 1983. Even with a slight increase in carrier

charges estimated for 1991 and 1992, the unweighted average of the

lowest published rate for access and 250 minutes of usage during

prime time in these ten service areas was only 85 percent of its

1983 level. When adjusted for inflation, the average of these

rate. in the ten largest cellular service areas in 1991 was only 62

percent of its 1983 level.]

The monthly cost of a mobile cellular telephone has declined

by even more than carrier charge., from $79 in 1983 to $7 in 1991.

Ouring the same time, the quality of mobile telephone service was

also enhanced by improvements in function. and features. When

adju.ted for inflation, the total cost of owninc; and using a

cellular telephone in 1991 was only 44 percent of its cost in

1983.·

Cellular SUbscribers have benefitted not only from falling

prices but also fro. the continually expanding variety of services

offered by cellular operators. Only five years ago, there were no

]Oata are fro. Herschel Shosteck Associates, Ltd., Cellular
Market Forecaltl. pata Flash, September 1992.

·Oata are froa Shosteck, ma. ill., and measure the "drive away"
price of a sin9le mobile telephone, includinc; antenna,
installation, and first-year maintenance.
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value-added cellular services. Today, cellUlar providers offer a

number of intormation services as well as features such as vOice

mail, call forwarding, and call waiting. There have been major

advances in data transmission as well, inclUding portable facsimile

and wireless transmission for laptop computers. New serv ices

continue to be developed. For example, cellUlar telephones now are

being used to verify credit cards and to transmit information to

and trom remote locations in computerized monitoring and repor~ing

systems.

Technological advances in recent years also have enabled

cellular systems to expand their capacity. Several capacity-

increasing innovations have occurred in the conventional or analog

cellular technology, such as adjusted power output, antenna

tilting, dynamic channel assignment, and cell repeaters and

umbrella (underlay/overlay).s

Notwithstandin9 the continuin9 improvements in analog-based

cellular syste.s, even more dramatic advances are expected from the

turther develop.ent and application ot digital technology.

Virtually all cellular switches made today are digital, and the

shitt to this _technolOCJY is expected to occur in base station

radios and subscriber telephones during the 1990s. 6

SHe Shosteck, "The question marks over PCNs," Mobile Europe,
January 1991, no pa9ination.

'Coopers' Lybrand, ga. £it., pp. 59-60.
period, cellular phones will be dual mode,
digital and anal09 syste.s.

3

During a transition
adaptable to both
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Th. conversion to digital technology, despite the substantial

investm.nt required, promises to yield even greater increases in

system capacity and lower average costs for cellular operators.

For example, the capacity ot base stations will at least triple

initially. In addition, digital technology will permit new

services to be provided.'

Competition in th. Supply of Cellular S.rvice.

This p.rtormanc. ot the c.llular s.rvic. industry is the kind

that economists associat. with a young industry driv.n by market

torc.s and d.v.loping in a comp.titiv. cont.xt,' and it has

occurr.d without the industry's having a comp.titiv. structure, as

.conomists d.tin. that t.rm. 9 Th. FCC has d.t.rmined that the

c.llular s.rvic. busin.ss should b. a structural duopoly: only two

taciliti.s-bas.d suppli.rs, on. wir.lin. carri.r and one

nonwir.lin. carri.r, ar. p.rmitt.d to op.rat. in a s.rvic. area,

with additional taciliti.s-bas.d .ntry barr.d. Economists have

r.cogniz.d, how.v.r, that the b.havior ot tirms and the p.rtormance

ot an industry can approximate the comp.titiv. outcom••ven if the

'Ibid., p. 60.

~il. this record ot p.rtorm.nc. is consist.nt with a
comp.titiv. induatry, it do.s not prove that the industry is
n.c••••rily ca.petitiv., .inc••v.n • monopoli.t t.cing conditions
ot incr•••ing deaand .nd r.duc.d co.t. is lik.ly to .arn gr.at.r
protits by lov.ring pric., .xpanding output, and making innovations
in products and m.thods ot production.

'Economists call a mark.t structur. coap.titiv. wh.n .ntry is
.asy, t irma ar. nUll.rou., and no t ira h.. a larg. m.rk.t shar.. As
w. point out in the t.xt, the p,rfqrync. ot a mark.t can b.
comp.titiv••v.n it its structur. is not.
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industry does not consist of a large number of firms, none of which

serves a large share of the market.

Economists consider the number and size distribution of firms

in a market to be important initial indicators of the likelihood of

noncompetitive b.havior .10 Collusiv. arrangements, Whether

explicit or tacit, are more likely wh.n th.re are only a few firms,

simply b.cause coordination is easier. Similarly, the costs of

monitoring the b.havior of oth.rs and .nforcing any collusive

arrang.ment by punishing "cheat.rs" are low.r when there are few

industry participants." Th. size distribution of firms also

aff.cts the .a•• of coordination. A small numb.r of very large

firm. may serve a. coordinators in an indu.try that also includes

many small firms.

How.v.r, .conomists. al.o r.cogniz. that the competitive

outcom., wh.r. pric•• are driv.n to marqinal co.t., may obtain even

in industri•• with a. f.w a. two firm•• 12 Th.or.tical models of

the strat.qic int.raction. b.tw••n duopolist. pr.dict a broad range

of outcom•• , from monopolistic to p.rf.ctly comp.titive. 13 In

l~. Sp.nc., "Tacit Co-ordination and Imp.rf.ct Information, II

Canadian Jgurnal gf Ecgnomics XI (1978), pp. 497 and 499.

113. s. aain, "J(.lation of Profit Rat. to Industry
Conc.ntration," OUar;.rly Journal gf Econgmic. LXV (1951),
pp. 205-206.

I~e beat-known m04.1 d.mon.tratinq this r ••ult is found in
3. a.rtrand, "Tb60ri. Math6matiqu. d. la Rich•••• Social.," Jgurnal
dl. Sayant., 1883, pp. 499-508.

lJA large body of .conomic lit.ratur., pr.dictinq a range of
competitive outco••• , is r.vi.w.d in 3. Tirol., fhl Th.ory of
Indu.~ri.l Qrqaniza~ion (Cambridq., MA: Th. MIT Pr••• , 1988),
pp. 225-308.
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these models, firms choose whether to cooperate and at which price.

Th. outcome depends on the reaction that each firm expects from its

competitor to changes in its own price or output. This, in turn,

determines the gains that each firm expects from undercutting a

noncompetitive pric., and the .xpected cost of b.ing punished if

such deviation is d.tected. Ev.n duopolists do not necessarily

react to .ach oth.r's actions in ways that maximize joint profits:

a duopoly is not the same as a monopoly.

Th. d.cision rules that compris. a firm's comp.titive strategy

are difficult to inf.r from its observed behavior. Nonetheless,

economists have identified a number of significant factors, in

addition to the number of its rival., that influ.nc. the strategies

each firm pur.ue., and thus h.lp to det.rmine how close to the

competitive outcome the industry's performance will be. 14 These

are factors that make collusive practic.s more or l.ss difficult to

e.tablish, and affect the ease with which deviations from a

collusiv. outcom. can be d.t.cted and punish.d. S.v.ral of these

factor. are lik.ly to influ.nc. the performance of the c.llular

s.rvice indu.try, albeit to varying·d.gr••••

On. of the most .t~iking f.atur•• of the mobile communication

indu.try i. the rapid pac. of t.chnological innovation and

diffu.ion. Tran••i ••ion t.chnology has .volv.d from analog to

digital, and c.llular t.lephon.. have become truly portable,

.hrinking to pocket .iz.. Th. rat. of t.chnological change and the

14G. J. Stigl.r, "A Th.ory of Oligopoly," Journal of Political
Econoay 74 (1964), pp. 44-61.
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resulting ,peed with which the customer bas. is growing are two

intluence. that .conomists consider procompetitive.

The rapid technological change in the provision ot cellular

service imparts a high degree ot variability to the services

ottered and the prices ot those s.rvices. In these circumstances,

a collusive agr.em.nt is ditticult to maintain, because the price

ot each n.w service must be integrated into the existing price

structure. 1S As providers adopt new technologies, the introduction

ot new service packages otters opportuniti.s to "cheat" on a

noncomp.titiv. agre.m.nt without provoking the "punishment" that

might otherwi.e occur, because it is difficult tor a rival to

det.rmine what the appropriate pric. of the new service should be.

It n.w ••rvic•• are off.red at more co.petitiv. ·price., because it

is .a,i.r to deviate trom a collu,iv. agr••••nt wh.n products are

changing, or ev.n it rivals only p.rc.iv. that the n.w services are

being off.r.d at pric., that are "too low" b.cau.e th.y do not know

what tho•• pric., should b., a collusiv. agr••m.nt may b. difficult

to establish and ..intain.

Th. rapid rat. of t.chnological innovation not only hinders

the smooth tunctioning of a collusiv. pricing agr••m.nt but, by

l.ading to rapid aark.t growth, also may w.ak.n the incentive for

tirma to participat. in such agr••m.nts. Wh.n mark.ts are growing

ISR.A. Posn.r, Antitru.t Ltw; An legna!e P.rsp.ctiye
(Chicago, IL: Th. University of Chicago Pr••s, 1976), pp. 59-60.
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rapidly, demand tends to be more inelastic, so the gains from

deviatinq trom a collusive price are greater .16

The importance ot technological innovation in the provision of

cellular services may lead to low prices tor a third reason.

Economic models predict there may be gains to pricing aggressively

in industries characterized by significant learning economies. By

keeping its prices low, a firm can increase production and achieve

cost savings more rapidly as it moves down its learning curve.'

These models predict that economic performance will be better if,

instead ot many small firms, the industry consists of a few large,

lonq-run profit-maximizing firms. The predictions of such models

are supported by experience. in the semiconductor and related

electronics industries .11

The history ot the players' competitive behavior shapes their

tuture behavior a. well. 19 Early in the history of cellular

services, when the wireline carriers already were established and

the nonwireline carriers were just beqinninq to serve customers,

the new providers had an especially strong incentive to initiate

price cuts. While they would realize lower revenue from their

l'J.J. RotellberCJ and G. Saloner , "A superqame-Theoretic Model
of Price War. During Booms," American Economic Reyiew 76 (1986),
pp. 390-407.

l'A••• Spence, "The Learning CUrve and Competition," The B.ll
Jgurn'l gt Icpng.ies 12 (1981), pp. 49-70.

llF •M. Scherer and D. Ross, Indu'S;ri,l M,rkes; SS;ructure and
legng.ie 'erlgraaaee, Third Edition, (Boston, MA: Houghton Mifflin
Co., 1990), pp. 373-374.

l'Posner, gQ. ill., p. 61.
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small ba••• of .xi.ting cu.tom.rs, this would b. more than offset

by r.v.nu.. fro. the n.w custom.rs they werl abll to attract.:o

The newer provid.rs of long-distance telephonl service faced

similar incentiv.s to price competitively against AT&T.

Comp.tition in the provision of long-distance service is considered

by many to havI incrlasld significantly whln start-up firms began

offlring s.rvic. altlrnativ.s to AT'T, dl.pit. the fact that the

structurl of the industry is still quit. conclntratld.

Nor do.. it app.ar that the c.llular slrvic. industry has

Istablish.d stable mark.t-sharing arranglm.nts as thl nonwireline

carri.r.' sharI' have grown to a substantial sizl. An'example of

shifting mark.t .harl. is s••n in D.troit. In that marklt in 1987,

PacT.l and Am.rit.ch had 51.2 and 48.8 p.rc.nt of thl subscriber

ba•• , rl.p.ctiv.ly. An industry analy.t ••timat.d that at year end

in 1991, Pact.l's .har. had fall.n to 40.5 plrc.nt, and Ameritech's

had ri••n to 59.5 plrc.nt. 2l

A final charactlri.tic of c.llular slrvic. marklts, that

w.ak.n. indu.try coh••ion, and thus the ability of firm. to raise

pric•• , i. the hlt.roglnlity of product off.ring.. Although the

qu.lity of airti....y not vary .ignificantly aero•• providlrs, an

arr.y of ••rvic. pack.g•• typically i. off.red, nonl of which may

-a. peen,at of .lutic, ,nd '.,r,l n,d, CQUillian M.rg.r
Guidlli", of April 2, 1992 (p. 40) .t.t. th.t inc.ntiv•• to chlat
on collu.iv. .qr....nt. .rl gr••t.r the l.rg.r the proportional
incr.a.. in ••1.. fro. ch••ting .nd the ...lllr the ba.. of sal.s
prior to ch.ating.

21rro. Pr... R.l.a•• , "Sho.t.ck R.l..... C,llular Mark.t
QUlr~,rly a,yilV - Show. C.llul.r S.l•••nd Subscriber counts tor
Each Major M.rk.t," Silv.r Spring, Maryland, M.y 25, 1992, p. 3.
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be directlY comparable between competing providers. 2J The lacK of

an obvious ba.is tor comparing service pric.s incr.as.s the cost of

monitorin9 and punishing d.viations trom any collusiv. agreement in

the short t.rm. n With the introduction ot P.rsonal Communications

S.rvices (PCS), product heterog.n.ity will increase, and the cost

ot monitoring a collusive agr••ment will increase because price

chang.. that r.tl.ct differ.nc.. in s.rvic. quality will be

difficult to distinquish trom pric. chang•• that undercut a tacit

agr••••nt.

Th. f.atur. of the c.llular indu.try that is mo.t likely to

rai•• co.p.titiv. conc.rns among .conomi.t. is the .xistence of a

gov.rnm.nt-mandat.d barri.r to furth.r .ntry. Th. threat of entry

in r.spons. to a profit opportunity should incumb.nts s.t

artificially high pric•• oft.n may have a daap.ning .ffect on the

Ea.. of .ntry i. a powerful

co.p.titiv. forc.~ that c.llular provid.rs have not had to

confront. How.v.r, with the adv.nt of PCS, tog.th.r with the

introduction of a nuaber ot n.w s.rvic. provid.rs, cellular

operator...y be .ubj.ct to additional co.p.titiv. discipline.

Dfba quality of airti.. will vary froa ti•• to tim., however,
if c.llular provider. fail to anticipat. the growth in subscrib.rs,
l.ading to increased traffic cong••tion.

DJt. W. Clarkaon, and R. L. Miller, In4M.trial organization;
Tbepry. lyi4.nQl. a04 Public 'glicy (N.w York, NY: McGraw-Hill
Book Coapany, 1912), pp. 335-336.

)tF. ModiCJliani, "Nev D.v.lopunt. on the OliCJopoly Front, It

JOurDll of 'glitical Icgng_y 66 (1951), pp. 215-232.

uPo.ner, ga. G1t., p. 49.

10



+---

The nature ot transactions in cellular services tends to favor

the stability ot an industry agreement not to compete, although

industry practice. indicate that a "repeat-purchase" aspect of the

cellular subscriber may dominate. In ettect, cellular providers

compete for a particular customer each month, since the cost of

switching to the alternate supplier is minimal. 26 Frequent and

small transactions diminish the gains trom deviating from a

collusive agreement and provide ample opportunity for retaliation

against suppliers that do so.n However, the incentives offered

consumers tor initial SUbscriptions and the commissions paid to

agents, which are determined by the expected lifetime of a

sUb.cription, represent an investment on the part of cellular

provider•• These inve.tments signity that cellular providers

expect an onqoinq relation.hip with mo.t cu.tomers. 21 To the

extent subscriber. repre.ent a lonq-tera stre.. ot tuture monthly

revenues, cellular service provider. have an incentive to compete

aqqre••ively tor new customers. 3

The role ot capacity in cellular services also has an

aabiquou. impact on the likelihood of sustained collusive behavior.

~e activation t.e typically i. waived when a subscriber
switche. to the other provider. The phone mu.t be brought in for
reproqr_1nq, however.

2751:191ar, SIll. ~., pp. 47 and 51.

-On averaqe, 15 percent of a cellular carrier'S subscribers
switch to the other provider duriftC) the cour.e ot a year, an
observation ..de by Thou. I. Wheeler, the Pre.ident of the CTIA,
in a speech on october 21, 1992, entitled "The Wirele•• century,"
p. 4.

3Stigler, QQ. ~., p. 51.
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Th. capacity to S.rv. subscrib.rs incr.as.s in "lumpy" increments

due to th. nature of the technoloqy. Aft.r the addition ot new

capacity, provid.rs can serve new subscrib.rs at low marqinal cost.

This scenario create. some pr.ssure to und.rcut noncompetitive

pric.s. On the oth.r hand, .conomists r.cogniz. that idle capacity

h.ld by a pric. l.ad.r may s.rv. to enforce collusive aqreements.30

Th. .nforc.m.nt m.chanism i. the thr.at that the firm with

significant .xc••• capacity can flood the mark.t with product to

punish firm. that und.rcut the noncomp.titiv. pric•. How.ver,

.conomists t.nd to vi.w .xc.ss capacity al a more important factor

in industri.s .xp.ri.ncing cyclical or p.rman.nt downturns, a

condition inapplicabl. to the pa.t or for••••abl. future of the

c.llular indu.try.

Economi.t. r.coqniz. that an a•••••••nt of the d.gr.. ot

mark.t comp.tition mu.t look beyond the number and size

di.tribution of firm. to factor. that imp.d. or fo.t.r collusiv.

behavior. Cl.arly, th.r. are characteri.tic. of the c.llular

indu.try di.couraging collu.ion and factor. facilitating its

practic.. Th••• charact.ri.tic. by th••••lv•• are too compl.x to

predict the competitiv. outcom.. How.v.r, the obl.rv.d p.rformanc.

in the c.llular indultry, mOlt notably the rapid growth of the

sublcriber bal. anel the .t.ady d.clin. in s.rvic. pric.s, is

conlilt.nt with coapetitiv. behavior.

lOpgar1;Mnt gf JUI'!;' Ind radaral Trad. cguil.ion ".rg.r
Guid.lin•• , April 2, 1992, p. 40, footnote 19.
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NEXTEL iC GT
(851-866 MHz SMR Band)
[25 KHz Radio Channels]
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Competition and the Wireless Industry

All branches of government have recognized that competition is not just an end
in itself, but is valued for the ends it serves: increasing consumer welfare.
Fundamental legal, regulatory and economic principles enshrine competition as a
means of meeting consumer needs and preferences, promoting technological and
service innovation, and ensuring affordable goods and services -- all things intended
to benefit the consumer.

The wireless industry is dynamic and competitive. Wireless companies:

• Compete in a broad market, composed of many service providers.

• Constantly innovate, investing in technological and service developments.

• Strive to offer valuable goods and services to a broad and expanding population
of users.

Market Structure and the Wireless Industry

The market structure of the wireless industry was originally designed to provide
a modicum of competition, but the market itself is proving even more competitive than
originally planned. Originally, the various segments of the wireless industry were
created and defined separately -- but consumers and providers increasingly place them
in the same market where many products and services are substitutable for each
other.

Congress recognized this reality when it amended Section 332(c) of the
Communications Act of 1934 to create the Commercial Mobile Radio Service
classification, and established a policy of regulatory parity for these services. 1

The Converging Marketplace

The paradigm of a converging marketplace is now assumed in the plans of
wireless service providers and industry analysts. Both Dial Page and CenCall, in
presentations made to the FCC in the PCS proceeding, advanced visions of an
integrated service market, composed of dispatch, paging/messaging, cellular/mobile
telephony and mobile data users.2

lSee Omnibus Budget Reconciliation Act of 1993, Pub. L. No.1 03-66, Sec.
6002(b)(2)(A), 107 Stat. 312, 393 (1993).

2See Presentation of Mr. Jeffrey R. Hultman, President and CEO of Dial Page,
to Mr. Byron F. Marchant, and Mr. Ralph Haller, etal., GEN Docket No. 90-314 (filed
April 13, 1994). See also Presentation of Mr. Justin Jaschke, President of CenCall,



Economic Management Consultants International (EMCI) also concluded that:
"As technology,. regulation, and market structure change, paging, SMR, cellular,
mobile data, and mobile satellite services will compete more heavily against one
another. ,,3 Attached figures grawn from these presentations illustrate how the
convergence of these market segments will introduce yet more competition to the
marketplace, even as technological innovation blurs the differences among mobile
services.

An End to Entry Barriers

The wireless marketplace is
expanding rapidly, and historic structural
limits to entry -- spectrum scarcity,
limited numbers of licenses, and limited
technological capabilities -- have rapidly
eroded.

First, the Federal Communications
Commission granted waivers to SMR
companies to convert their systems to
wide-area, digital "enhanced SMR"
(ESMR) systems. 4 In quick order,
companies began to raise capital and
acquire SMR licenses to create systems
with broad service areas. The SMR
consoDdauon which has occurred has
facilitated an accelerated system build­
out, with ESMR services now available
in California, and other markets building­
out well before analysts predicted they
would be completed. 5

SMR Origins

The Specialized Mobile Radio
(SMR) industry was created in 1974,
and eventually allocated 19 MHz of
spectrum (in the 800 and 900 MHz
bands) in most markets. As of 1991,

. there were some 7,000 SMR
companies operating in the U.S., and
while consolidation has reduced that
number, the existing SMR companies
are positioning themselves to compete
in providing voice, data and other
wireless messaging services. As of
year-end 1993, there were 1.5 million
SMR customers -- a number expected
to increase to 5.2 million customers
by year-end 1998.
Sources: Fertig, Specialized Mobile Radio (FCC,
1991 I, and EMCI.

to Ms. Karen Brinkmann, et al., GEN Docket No. 90-314 (filed February 8, 1994).

3See EMCI, "The Changing Wireless Marketplace," Cellular Brief, December 17,
1992, at p.3.

4See e.g., Fleet Call, Inc., 6 FCC Red. 1533, recon. dismissed, 6 FCC Red.
6989 (1 991 ). See also American Mobile Data Communications, Inc., 4 FCC Red.
3802 (1989); Letter from Richard Shiben, Chief, Land Mobile and Microwave Division,
Private Radio Bureau, to George Hertz, President, Advanced MobileComm of New
England, Inc. (April 13, 1992); Mobile Radio New England Request for Rule Waiver,
8 FCC Red. 349 (1993).

SSee Lynda Runyon et al., Merrill Lynch Capital Markets CenCall
Communications Company Report, January 19, 1994, at p.3.
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